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SUBJECT: Alternative M ninmum Tax/ Del etes Appreci ated Property Contributions as Tax
Preference |tens

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would elimnate the

appreci ated property charitable contribution deduction as an item of tax
preference. This itemwas elimnated as a federal alternative mninumtax (AM)
preference itemin the Revenue Reconciliation Act of 1993.

EFFECTI VE DATE

As a tax levy, this bill would beconme effective inmedi ately upon enact nent and
woul d apply to taxabl e years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 1208 (1999-2000) would conformboth the PITL and the Bank and Corporation Tax
Law (B&CTL) to the federal repeal of the tax preference treatnent of
contributions of appreciated property in conputing AM.

AB 1637 (Stats. 1999, Ch. 930) elimnated the tentative m nimumtax (TM)
[imtation on personal exenption credits by allow ng the personal exenption
credits to reduce regular tax below tentative m ni numtax.

AB 2797 (Stats. 1998, Ch. 322) conforned California |law to the Tax Reform Act of
1997 (TRA) change that allows the sanme depreciable Iives used for regular tax
purposes to be used for AMI purposes. The act also confornmed California law to
the Revenue Reconciliation Act of 1993 elimnation of the depreciation conponent
of the adjusted current earnings (ACE) adjustnent for AMI purposes. Finally, AB
2797 provided that California | aw does not conformto the federal exenption from
AMI for small corporations enacted by the TRA of 1997.

PROGRAM HI STORY/ BACKGROUND

Under prior federal law, for purposes of conputing alternative m nimumtaxabl e

i ncone, a deduction for charitable contributions of appreciated property was a
tax preference itemand thus disallowed to the extent that the fair market val ue
of the property exceeded its adjusted basis at the tinme of the contribution. The
federal Revenue Reconciliation Act of 1993 elimnated the treatnent of
contributions of appreciated property as a tax preference item
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SPECI FI C FI NDI NGS

Exi sting federal and state |laws provide for AMI. The AMI was established to
ensure that no taxpayers with substantial economc income avoid all tax liability
by using excl usions, deductions, and credits (tax preference itens). Alternative
m ni mum t axabl e i ncome (AMIl) is conputed by adding back to regul ar taxable
incone tax preference itens and by nmaking certain adjustnents to taxable incone.
Tax preference and adjustnment itens are those tax benefits that have been
identified as being instrunmental in generating tax savings by reducing a

t axpayer’ s taxabl e inconme, such as standard and item zed deductions, accel erated
cost recovery system (ACRS) depreciation, certain mning costs, depletion, and
appreci ated property charitable contribution deduction. State |aw provides a
personal income AMI rate of 7% and a corporate AMI rate of 6.64%

Under federal and state laws, in conmputing regul ar taxable incone, a taxpayer who
item zes deductions generally is allowed to deduct the fair market val ue of
property contributed to a charitabl e organization, including certain appreciated
property donated to a charitable organization. However, in the case of a
charitable contribution of inventory or other ordinary income property or short-
termcapital gain property, the amount of the deduction is limted to the
taxpayer’'s basis in the property. 1In the case of a charitable contribution of
tangi bl e personal property, a taxpayer’s deduction is |limted to the adjusted
basis in the property if the use to which the property is put by the recipient
charitabl e organization is unrelated to its tax-exenpt purpose. For nost
contributions of appreciated property nmade by corporate taxpayers, the all owabl e
charitable contribution deduction for regular tax is limted to the adjusted
basis of the contributed property.

Under existing state and federal |aws, donations of property may be treated as
charitabl e contributions for purposes of the deduction if the property is
contributed to or for the use of a qualified organization (public, private, or
governnental ), as foll ows:

For corporations, the deduction for charitable contributions is limted to 10%
of the taxpayer's net incone (except as specified). Contributions in excess of
10% may be carried over to the follow ng five succeedi ng taxabl e years.

For individuals, the amount deductible for a contribution of property that has
appreci ated i n val ue depends upon whether the property is ordinary-incone or
capital-gain property. Real estate typically is considered capital-gain
property. For contributions to certain types of organizations, including
governmental units, the maxinmum all owabl e deduction is limted to 50% of the
taxpayer's adjusted gross incone (AG). In the case of appreciated capital-
gain property, the deduction may be limted to 30% of the taxpayer's AQ.

Under federal law, contributions of appreciated property are not treated as tax
preference itens for purposes of AM.

Under state law, for purposes of conputing AMIl, the anmount of any deduction
(generally the fair market value) for charitable contributions of appreciated
property (real, personal, or intangible) that exceeds the taxpayer’s adjusted
basis in the property is treated as a tax preference itemand is added back to
AMIl. In nost cases, the B&CTL AMI cal cul ation is not inpacted since the

al | onabl e charitable contribution deduction for regular tax is limted to the
adj usted basis of the contributed property.
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This bill would conformthe PITL to existing federal law by elimnating the
appreci ated property charitable contribution deduction as an item of tax
preference. As a result, taxpayers filing under the PITL no | onger would need to
include in their conputation of AMIl the anount by which any all owabl e

appreci ated property charitable contribution deduction exceeds the taxpayer’s

adj usted basis in the contributed property.

Pol i cy Consi deration

Because the B&CTL contains the sanme provisions that make the deduction for

contributions of appreciated property a tax preference item the author may
wi sh to include |anguage to elimnate these B&CTL provisions. Amendnent 1

woul d elimnate the current B&CTL provi sions.

| npl ement ati on Consi deration

I mpl ementing this bill would occur during the departnent’s normal annual
updat e.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses are estinmated as fol | ows:

Fi scal Year Cash Fl ow I npact
Ef fecti ve January 1, 2000
Enacted after June 30, 2000
(In MI1ions)
2000-01 2001-02 2002- 02
($10) ($10) ($10)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

The estimated revenue | oss in conparison to related estimates of previous
years has been significantly increased. This increase is due to

consi derabl e increases in the fair market val ues associated with the types
of assets subject to this tax preference, namely stock and real property.
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AMENDMENT 1

On page 7, line 20, after "SEC. 2.” insert:
23457. For purposes of this part, Section 57 of the Internal Revenue Code is
nodi fied as foll ows:
(a) Section 57(a)(5) of the Internal Revenue Code, relating to tax-exenpt
interest, shall not be applicable.

(b) e4}—eA}—SeeP5eﬁ—51%a}fei—%he—+n%e#n§L—RevenHe—€bde7—$eLaPLng—%e—L%ens—e#

2} Section 57(a) of the Internal Revenue Code, relating to itens of tax
preference, is nodified to include as an itemof tax preference the anount by
whi ch the deduction all owabl e under Section 24348 for the taxable year for a
reasonabl e addition to a reserve for bad debts exceeds the anpunt that woul d have
been al |l owabl e had the taxpayer nmaintained its bad debt reserve for all taxable
years on the basis of actual experience.

(c) Section 57(a)(6) of the Internal Revenue Code, relating to accel erated
depreciation or anortization on certain property placed in service before January
1, 1987, is nodified to read: Wth respect to each property as described in
Section 1250(c) of the Internal Revenue Code as that provision read on April 1,
1970, the amount by which the deduction allowable for the inconme year for
exhaustion, wear, tear, obsol escence, or anortization exceeds the depreciation
deducti on whi ch woul d have been allowable for the incone year, had the taxpayer
depreci ated the property under the straight |line nethod for each incone year of
its useful life (determ ned without regard to Section 24354.2 or 24381) for which
t he taxpayer has held the property.

SEC. 3.



